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Abstract 
With respect to the increasing importance of Asia-Pacific region in global 
market, the Asian Countries suffered from the 97 Finance Crisis, which led to 
the significant shrunk of the economy, as reflected by the stock market and 
exchange rate. This research report is aimed to figure out how Asia Crisis has 
effected the economy of Asia countries and, particularly, to mutual funds. A 
review of the causes and impact of the Asia Crisis will be discussed first. 
Followed by a discussion in the economic changes in selected Asia countries 
after the Crisis. Market analysis will be reviewed based on macroeconomic 
factors. 
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Chapter I. Introduction 
During 1997, much of developing Asia was affected by the export slowdown, 
followed by a currency and financial crisis. Many commercial banks and 
finance companies in the region were closed down, the real estate sector 
collapsed in some countries, interest rates soared, currencies depreciated 
rapidly, and many regional stock markets fell to extraordinary lows. Fiscal 
stimuli and assistance packages were put together in an attempt to rescue 
Indonesia, Republic of Korea, Philippines, Thailand and other affected 
countries. 
The success of Asian countries was initially based on the production 
and export of labor-intensive manufactures. Nevertheless, during the last few 
years, some of the relatively more developed Asian countries are now failing 
to bestow cost-effective production in these economies along the 
development ladder. The massive inflows of capital in the form of direct and 
portfolio investments during the last decade have been an important growth 
determinant, they have also proved to be a major source of macroeconomic 
instability. The structural weaknesses in the region's financial sectors, 
together with inappropriate exchange rate management policies and rapid 
short-term capital inflows, have been major contributory factors in 
deteriorating the crisis. 
Thereby, growth rates in East and Southeast Asia in 1997 were well 
below the pre-crisis level. In order to maintain competitiveness, adjustment to 
changing international conditions is imperative. First, the region must resolve 
its financial crisis. Second, institutions' reforms, banking restructuring and 
policy implementations are vital for future crisis prevention. Third, political 
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Stability and well-established exchange rate management policies are of the 
essence for the long-run sustainability of the Asian miracle - prosperity. 
In this project, the causes and impacts of Asian Financial Crisis on five 
countries - Hong Kong, Thailand, Indonesia, Malaysia and Japan are 
thoughtfully investigated and on mutual funds accordingly. Whereas, in the 
chapter three, the regional economic environment, financial market 
performance and asset allocation of equity funds in selected Asian countries, 
namely, Hong Kong, Japan, Thailand, South Korea, Indonesia, and Malaysia. 
Finally, a summary of influential factors on mutual funds is thrashed out. 
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Chapter II Literature Review & Methodology 
Literature Review 
Asia Crisis impacts the economy and social issues of Emerging Market 
significantly, academic reviews and analyze the causes of crisis and the 
impact of crisis from macroeconomic point of view. Quantitative analysis is 
applied to proof the assumption of causes of the crisis. Here listed the most 
important analysis that the discussion is based on 
Consulting Assistance on Economic Reform II, Discussion Papers, 
"The Second Year of the Asian Financial Crisis: Country Strategies and 
Prospects for Recovery" by Steven Radelet and Jeffrey Sachs, April 1999. 
In this discussion paper, the macroeconomic environment of South 
Korea, Thailand and Indonesia are studied. The exchange rate, interest rate 
and stock market are plotted in order to show their relationship. Based on the 
report, the financial crisis can be characterized by five distinct stages. 
(1) the buildup in vulnerabilities before the crisis; 
(2) the rapid withdrawal of capital, usually accompanied by some 
overshooting of the exchange rate and asset prices; 
(3) return to macroeconomic stability, as the capital withdrawals stop and the 
exchange rate and asset prices rebound; 
(4) the restructuring and cleanup of impaired banks and corporations; and 
(5) the resumption of economic growth. 
In the conclusion of the paper, "Macroeconomic Policy", "Bank 
Restructuring", "Debt Restructuring and Long Term Competitiveness and Risk 
Reduction" are emphasized as the recommendation to the economy recovery 
in Asian countries. 
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Methodology 
In this research report, several dimensions are tested in order to support the 
study of economic environment in selected Asian countries. Data of Interbank 
Interest Rate, Stock Market Price Index, Exchange Rate, Foreign Exchange 
Reserve, Gross Domestic Product, External Debt, and Non-performing Loans 
are collected and plotted against time line to show the trend in the selected 
countries. 
In the mutual fund performance analysis, the portfolio's asset allocation 
is the averaged value combined from 10 biggest mutual fund in selected 
region. Time period from 1995 to 1999 is used to find out the average return 
from funds. Conclusion is drawn from the trend observed from graphs plotted 
base on the data obtained. All data is obtained from various sources: 
(1) Asia Development Bank 
(2) International Monetary Fund 1999 Review 
(3) State Department of United States of American 
(4) DataStream Database 
(5) Dow Jones Interactive Publications Library 
(6) Pro-Quest 
(7) JP Morgan, Jardine Fleming, Baring Asset Management and Merrill Lynch 
Quarter Reports 
(8) Various Internet web site information 
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Chapter III Asian Financial Crisis 
Causes of Crisis 
The crisis began in Thailand in July 1997，when the value of the Thai currency 
plummeted following the country's abandonment of its pegged exchange 
system. This crisis slowly spilled over and engulfed Indonesia, Korea, 
Malaysia, and Philippines by the end of 1997. The currencies of these 
countries (collectively referred to as the affected countries) depreciated 
sharply, and meanwhile exerted downward pressures on other currencies 
perceived to be vulnerable, both in Asia and outside Asia. These countries, 
along with many other emerging markets, also experienced sizable declines in 
their stock markets. The speed and severity of such an abrupt collapse took 
everybody by surprise. Currency instability seemed like a sequential chain 
reaction, which attacked the Thai baht, the Indonesian rupiah, the Malaysian 
ringgit and the Philippine peso. As the turmoil affected Korea, the world's 
11th largest economy, the crisis acquired a new global dimension. As in many 
currency crises, the current crisis has not been limited to individual countries， 
but has spread across the region to varying extents. Despite speculative 
attacks on a number of occasions and a sharp fall in the Hang Seng Index by 
about 26 percent from the beginning of July 1997 through the end of January 
1998, the Hong Kong dollar has so far remained firm. 
The Asian currency crisis was neither driven by fiscal profligacy nor by 
excessive credit creation or runaway monetary expansion on the part of 
governments. All affected economies had modest budgetary surpluses during 
1994-1996 with a relatively moderate average inflation rate. Moreover, the 
affected countries did not suffer from any substantial unemployment during 
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this economic downturn before the crisis. Nevertheless, these countries did 
not have the intention to abolish their pegged foreign exchange rates to bring 
real wages and unemployment down. 
In addition, the affected economies exhibited little macroeconomic 
vulnerability. Although their current account deficits were relatively large, not 
alarming, and were more than offset by foreign capital inflows, which both 
added to reserves and led to an appreciation of real exchange rates. A large 
volume of private capital entered into developing Asia through short-term 
bank instruments attracted partly by the pegged exchange rates, the high 
interest rates, and the perception that governments guaranteed financial 
institutions, largely propelled by globalization. Furthermore, investors often 
herd each other in investment irrespective of investment fundamentals. 
Also, the financial system structural weaknesses created a "double 
whammy" of moral hazards on banks and borrowers, which resulted in over-
investment in excessively risky projects and in asset bubbles. The cyclical 
downturn in the demand for electronics, in conjunction with a rising dollar and 
a declining yen, had an adverse effect on export growth threatened the large 
inflow of foreign capital, which was now badly needed to sustain the 
increasing current account deficits. As a result, the eventual collapse of the 
Thai baht happened. Once the crisis unfolded, investors realized that there 
were no implicit government guarantees for investment, and asset price 
bubbles burst. Falling asset prices resulted in insolvency of the financial 
intermediaries, which led to a full-fledged financial crisis. 
In many respects, the Asia Crisis is at the root of much of the instability 
in the world economy. It is a direct consequence of financial liberalization 
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Economic Impacts of the Crisis 
The most discernible impact of the financial crisis has been a sharp decline in 
private capital inflows to the five affected countries. According to recent 
estimates by the Institute of International Finance, the five affected Asian 
countries suffered net private capital outflows of $12 billion in 1997，compared 
to net inflows of $93 billion in 1996. At the end of 1997，as investors' 
confidence was devastated, maturing short-term debts in several economies 
were not rolled over. Foreign direct investment in these economies remained 
more or less constant at about $7 billion, approximately the same as in 1996. 
The relatively small role foreign direct investment played in these economies 
in recent years made them increasingly vulnerable. The affected countries' 
reserves fell sharply, despite official assistance and a narrowing of their 
combined current account deficit. 
GDP growth in the affected economies slowed significantly in 1997. A 
modest recovery is expected in the affected economies in 1999，but recovery 
to pre-crisis GDP growth rates and per capita income levels will take a 
number of years. In addition, the situation could deteriorate further if the 
current currency and stock market crisis widens. 
The financial crisis resulted from an unpropitious combination of open 
capital accounts (implying the free movement of capital), unsound financial 
systems, and pegged currencies with the notable exception of Hong Kong and 
Singapore. Hong Kong has sufficient foreign reserves and Singapore has a 
flexible exchange rate system, both of which make the possibility of a 
currency crisis remote. Other economies that are relatively insular and do not 
run the risk of this type of currency crisis. However, those insular economies 
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that are profligate in their fiscal and monetary policies (large budget deficits 
and high money supplies) may be subject to the traditional type of currency 
crisis. 
Initially，the current crisis in Southeast Asia was not expected to have 
much of an impact on the world economy. However, the scene changed 
quickly as Korea, the world's 11th largest economy and 12th largest in terms 
of its share of world trade, became embroiled in the crisis. For the world as a 
whole, including the adverse impact on Asia itself, the reduction in GDP will 
be around 1.1 percent. 
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Lessons for the Affected Economies 
The key element required for rapid recovery of the affected countries will not 
be the traditional austerity measures, but structural reforms to improve their 
financial systems and corporate governance. No doubt, some recovery in 
currency values will be important to improve banks' and corporations' balance 
sheets, but the challenge will be how to accomplish this without using public 
resources such as broadly based IMF-led reform programs to strengthen 
financial systems, increase transparency and restore investors' confidence. 
To reverse the sharp slide in currency values, the IMP programs also 
recommend steep increases in interest rates and tight monetary policies to 
stem the outflow of capital. Therefore a fine balance must be struck between 
these conflicting policy objectives. The timing and nature of monetary policy 
adjustment_particularly interest rate adjustment—should reflect the 
circumstances prevailing in individual economies. 
Experience suggests that managing a recovery is just as difficult and 
demanding as managing a crisis. Successful implementation of any policy 
reform or structural adjustment depends on three basic elements: government 
commitment, political support，and institutional capability. Governments need 
to be single-minded about politically acceptable reform programs and their 
implementations. Institutional capability is critically important for successful 
formulation, implementation, and monitoring of reform programs. 
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Lessons for Non-affected Economies 
The recent experiences of Southeast and East Asia indicate that poorly 
managed private capital flows can be extremely destabilizing. Thus the 
important lesson that emerges is that responsible fiscal management, tighter 
monetary policy and greater exchange rate flexibility are important elements 
of a strategy to redress the adverse effects of surges in private capital. 
However, before opening up the capital account, institutional reforms are 
needed to improve the soundness of economies' financial sectors to ensure 
that capital inflows are well managed. In this connection, the tinning, pacing, 
and sequencing of reforms are as important as the reforms themselves in 
building up a robust financial system. 
Lack of financial regulation and cronyist relationships between banks 
and the local private sector was a major cause of crisis. Wide ranging 
reforms in the international financial architecture, including improved 
surveillance, ethical investment 一 Ethical Trading Initiative are an important 
part of the answer. 
The banking system plays a critical role in allocating capital. The health 
of this system largely determines whether a country will be able to exploit the 
benefits of financial integration，avoid its pitfalls and reduce their vulnerability 
to globalization. Actions such as regulatory and supervisory frameworks, 
transparency and disclosure of information, accounting systems, market 
infrastructure, and risk management are greatly required. 
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The Asian Economy 
Asia's economic recovery in the first half of 1999 has been stronger than 
expected due to synchronized interest rate cuts and large fiscal stimulus 
packages. The June 1999 figures for short-term interest rates indicate that 
rates across the region are below pre-crisis averages, with the exception of 
Indonesia and Hong Kong. Thailand's short-term interest rate of 4% in June 
1999 is significantly below the 10.7% recorded for 1991-1996 period together 
with a series of fiscal stimuli through corporate and sales taxes cut. The 
interest rate declines in the crisis-affected economies are due to 
improvements in the balance of payments and the relaxed monetary policy 
being pursued to try and increase investment activity. The emergence of an 
inventory cycle thereby sparked the recovery in the first half of 1999. Central 
banks are expected to keep short-term interest rates low to keep financial 
sector reforms on track, avoid further currency appreciation, and bolster 
domestic demand for sustained growth. Stability was restored in Asian 
currency and financial markets. The growth rate of world GDP in 1999， 
supported by the stronger-than-expected Asian recovery, is expected to be 
above 2.5% and this is likely to improve to about 3.5% in 2000. 
With some improvement in domestic demand conditions in Asia and 
Europe and the Organization of the Petroleum Exporting Countries' (OPEC) 
decision in April 1999 to cut back production, oil prices started to increase and 
soon reached $16-18 per barrel as compared to $10 at the end of 1998. The 
number one factor in driving oil prices down was simply the Asian economic 
crisis. It has taken away most of the anticipated growth in demand. This 
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prompted a recovery in the prices of other commodities. As a result, export 
earnings for Russia and Indonesia were boosted. 
The recovery in the crisis-affected economies has been driven by 
increased industrial sector activity and better agriculture sector performance 
in some economies. The growth impetus has come from both an increases in 
domestic absorption, supported by reflationary policies, and a global recovery 
in demand for semiconductors and related computer and electronic products. 
In addition, inventory rebuilding in Asia, particularly in electronics, combined 
with a surge in intra-regional trade, has contributed to the faster-than-
expected recovery. The recovery rate in descending order is Taipei, China, 
Singapore, Malaysia, Philippines, Thailand and Korea. 
Private consumption growth and increase in capacity utilisation will 
lead the recovery in the future. However, uncertainty in corporate and 
financial sector reforms undermines a quick recovery in investment spending. 
The debt and structural problems of Korean chaebols and the slow pace of 
bank restructuring and consolidation in Indonesia, Korea and Thailand 
highlight that financial and corporate sector restructuring is far from complete. 
Progress in restructuring the banking and corporate sectors and making 
business transactions more transparent and accountable will ensure efficiency 
in resource allocation. Policy initiatives are also required for raising 
productivity levels and restoring the international competitiveness of the 
region. This alone will bring developing Asia back to the path of sustained 
growth. However, a deflationary trend continues in Asia. 
An important exogenous source of uncertainty is climatic, as this year's 
economic performance of Southeast Asian countries will amply testify. 
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Although structural changes of the past three decades have reduced the 
importance of agriculture as a source of income, it continues to be an 
important determinant of growth in many Asian developing economies. 
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Impacts of Asian Financial Crisis on Countries 
Hong Kong 
Given the persistent downturn in the economy and the marked weakening of 
consumer and investor confidence, the real GDP for 1999 declined mildly. 
The government has been forced into a more interventionist policy in the 
stock market last year and has been trying to stimulate demand by running up 
large fiscal deficits that are unusual for Hong Kong. In 1998 and 1999 the total 
fiscal deficit was HK$82.3 billion. The currency board regime also imposes 
binding constraints on monetary policy. 
The main reason for Hong Kong's recent economic woes is domestic 
problems. The bursting of equity and property market bubbles seemed 
essential for bringing down costs that were making Hong Kong lose 
competitiveness to its regional competitors. But the lowering of property prices 
and rentals by about 30-50 percent has had serious negative wealth effects 
and has led to a collapse in consumer and investor confidence. Investment 
expenditures also continued their steep fall with gross domestic fixed capital 
formation declining by 24.4 percent in the first quarter of 1999. 
Besides, the recent rise in US interest rates will only generate a further 
increase in interest rates in Hong Kong. Real interest rates remained at about 
11.75 percent, 20-year high. This in turn dampened private consumption, 
which declined by 5 percent in the first quarter on a year-to-year basis 
following on a 9 percent decline in the previous quarter. However, for a 
recovery to set in, lower real interest rates and greater confidence among 
both consumers and businesses is necessary. 
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Fortunately, tourism appears to be recovering with more arrivals from 
high spending neighboring countries and Japan and thereby increases real 
tourist incomes. 
INDONESIA 
Sound macroeconomic stabilization policies, strong rebound in the agriculture 
sector and a stringent program of structural reforms have helped initiate its 
recovery. Government consumption and exports have provided the demand 
stimulus for this growth. The current account continues to show a sizeable 
surplus, mainly due to low imports and increased natural resource-based 
exports in the first half of 1999. 
The fiscal stimulus in FY1998/1999 (ending 31 March) fell below 
planned levels. The realized fiscal deficit was only 2.3 percent of GDP against 
a forecast of 8.5 percent. The focus of fiscal policy needs to be changed from 
"fiscal stimulus" to "fiscal sustainability" as the economy moves from crisis to 
recovery. Achieving fiscal sustainability will require more effective and 
transparent use of resources, and increasing focus on domestic resource 
mobilization to offset the pressures of rising public debt, growing constraints 
on availability of external financing，and reduced borrowing. 
Investor confidence, as evidenced by an incipient return of private 
foreign capital and a rebound in the stock market, improved with the 
announcement of the schedule of the bank re-capitalization scheme in March 
and the peaceful holding of the June parliamentary elections which in turn 
strengthened the Rupiah to Rp6, 500/$ 1，its highest level since 1998. 
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The exchange rate had appreciated substantially in the last quarter of 
1998，but weakened in early 1999 due to concerns about the rising civil strife, 
political instability，and delays in bank restructuring. The restructuring by the 
Indonesian Bank Restructuring Agency (IBRA) of the pre-crisis state banks, 
which account for most of the liabilities of the banking system, holds the key 
to the restoration of a functional banking system. IBRA also needs to 
accelerate the recovery of non-performing loans to keep the costs of bank re-
capitalization manageable. A lasting consequence of the crisis has been a 
dramatic rise in public indebtedness. Appreciation of the rupiah, together with 
modifications of the Indonesian Debt Restructuring Agency scheme, has 
encouraged greater settlements of debt under the Jakarta initiative which is a 
forum for corporate debt restructuring. More rapid progress in this area and 
the effective implementation of the bankruptcy law, is necessary for handling 
corporate restructuring. 
The CPI inflation rate peaked at 82 percent (120 percent for food) in 
September 1998; but declined to 24.5 percent (34 percent for food) by the end 
of June 1999. Consecutive declines in food prices in particular have 
contributed greatly in bringing down inflation to zero since March. 
Efforts to strengthen the social safety nets to mitigate the impact of the 
crisis on the vulnerable groups must continue. Greater efforts are needed to 
make the social safety nets more efficient and to strengthen monitoring 
through broader participation of civil society to prevent leakages. Indonesia 
faces a daunting agenda of governance and anticorruption reform, both in the 
short term and the medium term. Sustained effort over a long period of time 
will be needed to address these deep-seated problems. Sustaining 
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Indonesia's recovery will depend critically on continued commitment to 
economic reforms and a smooth political transition period. 
MALAYSIA 
The Malaysian economy, which suffered a severe downturn in 1998，with 
GDP growth plummeting from 7.7 percent in 1997 to -7.5 percent in 1998，is 
showing signs of recovery. The improved GDP growth rates are based on 
acceleration in manufacturing production, primarily due to a pick up in export 
demand, increased consumption spending, and expansionary fiscal policy. 
Labor market conditions have also improved. Exports rose 15.6 percent year-
on-year in the second quarter of 1999 and are expected to retain a high 
growth path despite a likely slowing of electronics exports as the Y2K-related 
demand winds down in conning months. Of Malaysia's total exports, 65 
percent are electronics-related goods. Imports, which are dominated by 
intermediate goods (and make up 65 percent of incoming goods), grew 
strongly. 
Inflationary pressures remain subdued with the CPI rising by 3.3 
percent in the first half of 1999 compared with 5.0 percent for the first half of 
1998. The relative price stability has permitted interest rates to be brought 
down with the Bank of Malaysia's three-month intervention rate prevailing at 
5.5 percent compared with the peak of 11.0 percent in August 1998. Deposit 
rates and the 3-month inter-bank rate are about 3.3 percent, implying a real 
rate of interest near zero. This has prompted some expectations that interest 
rates are close to the bottom due to lowering of interest rates and the effect of 
controls on external capital movements imposed in September 1998. 
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As in other crisis-affected countries, the restructuring of Malaysia's 
financial system has been a prime concern for the government. Malaysia's 
strategy of using public institutions to remove bad loans from the banks, re-
capitalize them, and facilitate corporate debt restructuring is broadly similar to 
moves made by other countries in the region. 
Malaysia has been relatively more successful than other crisis-affected 
countries in reducing the level of non-performing loans and increasing bank 
capital. As recent data suggests a better recovery of Malaysia's economy in 
1999，the GDP growth forecast has been revised upward to 2.0 percent for 
1999 and 3.9 percent for 2000. 
Improvement in the growth forecasts has been primarily driven by an 
upswing in exports, low real interest rates that are expected to boost domestic 
investment activity, rise in private consumption spending, and the likely 
multiplier effects from government-led spending on infrastructure projects in 
the second half of 1999. The forecast average inflation rate for 1999 is being 
lowered to 3.4 percent and 3.6 percent for 2000. 
Major uncertainties for sustained recovery of the Malaysian economy 
are the upcoming elections, downturn in global electrical and electronics 
demand after the Y2K spurt, lower-than-expected realization of value from 
sale of acquired assets by Danaharta, and success in restructuring the 
financial position of bigger firms. 
THAILAND 
After registering a real GDP contraction of 9.4 percent in 1998，the economy 
started to show some signs of recovery in the beginning of 1999. The 
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manufacturing production index (not seasonally djusted) began to show 
positive growth in January 1999 and increased by about 8-9 percent in the 
second quarter. While private consumption showed a marginal increase of 0.1 
percent in the first half of 1999，private investment continued to decline by 
14.5 percent. Inflation has subsided, with the CPI increasing by 1.1 percent in 
the first half of 1999. Unemployment remained high, with 2.8 million people or 
8.5 percent of total labor force (including seasonally inactive labor) reported to 
be out of work in February 1999. 
In August 1999，the government announced a fiscal stimulus package 
to boost domestic demand involving an outlay of over B100 billion. The focus 
of the package is to encourage private investment through tax and tariff 
reduction, equity investment, the recovery of the real sector, and small and 
medium enterprise financing. 
The government's cash balance registered a deficit of B86.4 billion in 
the first 9 months of FY1998/1999 (ending on 30 September), compared to a 
deficit of B19.9 billion during the same period in FY1997/1998. Despite a 
more relaxed monetary policy, the growth rate of money supply continued to 
decline in 1999. 
Interest rates have come down, with the June 1999 inter-bank rate at 
1.33percent prime (minimum lending) rate at 8.75-9.00 percent and deposit 
rate at 5.00 percent. However, the credit crunch has persisted. Commercial 
bank credits including Bangkok International Banking Facility (BIBF) lending 
declined by 7.7 percent in June 1999 because of banks' concerns about high 
non-performing loans. 
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On the other hand, corporate debt restructuring has made steady 
progress, with 75,937 debt cases valued at B567 billion having been 
restructured by June 1999. 
Export earnings in dollar terms increased by 0.7 percent in the first six 
months of 1999，while imports grew at 5.9 percent. The current account 
surplus was $5.5 billion in the first half of 1999. Meanwhile, net capital 
movements registered a deficit of $3.6 billion, reflecting a large private capital 
outflow. International reserves were at a comfortable level of $31.4 billion, 
equivalent to 8.7 months of imports，in June 1999. Total external debt 
decreased from $86.2 billion at the end of 1998 to $83.8 billion in February 
1999. The share of short-term debt has declined from 27.3 percent to 25.4 
percent. 
The long awaited bankruptcy and foreclosure laws, which should 
support a durable solution to the financial crisis，were passed at the end of 
May 1999. A total of 78 out of 106 financial institutions that operated in 1996 
have been closed, merged, or nationalized. The government has aggressively 
managed the closure, merger, and nationalization of banks and non-bank 
financial institutions. These moves have helped boost depositor confidence. 
Having been left by the government to work out their bad loans and re-
capitalization, banks have set up their own individual asset management 
companies. Non-performing loans stood at 47.7 percent in May as opposed to 
47.1 percent in April. This is a cause of concern. However, this is lower than 
the peak of 50 percent in 1998. Since the beginning of the crisis, more than 
$11 billion has been raised by Thai banks, with a substantial portion conning 
from the government-owned Krung Thai Bank. In June, Fitch IBCA (a rating 
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agency) upgraded the country's long-term currency rating to investment 
grade, citing strong progress in structural reforms and significant improvement 
in Thailand's external debt position and liquidity indicators as the factors 
underlying the upgrade. 
Real GDP is expected to grow by about 3 percent in 1999，supported 
by increased consumption encouraged by the government's stimulus 
packages and higher production through improved capacity utilization in the 
manufacturing sector. 
Inflation will be contained at around 0.5 percent in 1999，reflecting 
lower food prices. By 2000，the economy will show a stronger recovery, with a 
real GDP growth rate of about 5 percent, as the corporate sector restructuring 
program progresses further and there is greater liquidity in the economy. The 
current account balance is expected to remain in surplus for the next few 
years. Completion of banking sector reforms and implementation of measures 
to improve the competitiveness of the exporting sector are necessary 
conditions for the recovery. 
JAPAN 
In Japan, the alarming weakness of the Japanese yen, brought on in large 
part by a major outflow of Japanese savings into higher yielding foreign bonds 
and equities facilitated by financial deregulation， threatens the recovery 
prospects of South Korea, which has been hurt by the Asian crisis. All of this 
raises the question of whether liberalization in global financial markets has 
gone too far and whether new controls are needed. 
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Chapter IV Mutual Fund and Asia Crisis 
Introduction to Mutual Fund 
In American, currently, over US$6 trillion are invested in mutual funds, and 
they are becoming more popular and comprising a large portion of capital in 
the market. The relatively simple and less costly for an individual investor to 
invest in the capital market. Besides, the diversification nature of mutual fund 
can be tailored to meet customers with different risk-return packages. 
Mutual fund is a company that gathers the money from their clients, 
which are their shareholders once they bought the funds, to invest in a 
composition of different money market, say, bonds, equity, foreign exchange, 
etc. Investor buy the fund is identical to buy the shares of the company, 
therefore, upon any gain or loss，they are subject to the change in equity of 
the company. Since there are professional fund managers responsible to 
manage the fund and diversify the portfolio, risk is usually spread among the 
fund. 
It is worth to note that, asset of mutual funds will be injected into 
numerous capital markets, and they can be classified into different types 
based on their portfolio's focus. Usually, they are grouped into high-risk, 
medium-risk, and low-risk funds. Normally, the potential of a fund to grow is 
directly proportional to the degree of risk of a fund. Besides, mutual fund can 
also be grouped according to the purpose of investor, like, education, 
retirement, saving, etc. In this discussion, we are focusing on equity funds, 
which match themselves with the stock market. This can also shows the trend 
of development of individual domestic industries and focus of economy. 
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Regional Economic Environment after Crisis 
In this section, we will look at the most important regional economic 
environment after crisis. This can reflect the general investment atmosphere in 
that region. 
Hong Kong 
Immediate after the currency crisis, both the prime rate and the 3-month 
HIBOR increased with the later has a sharp increase, which returns to the 
pre-crisis level. However, the presence of uncertainties like the devaluation of 
r M B and vulnerability of peg rate has hindered the HIBOR to return to the U.S. 
LIBOR rate, which they usually show a little discrepancy. Besides, the problem 
of liquidity squeeze effected the property market and retail sales industry 
significantly, and former one had a sales shrink for about thirty percent, which 
turned into lowered performance in the mortgage division of banks. 
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Soon after the Hong Kong Monetary Authority decided to whole the peg, 
many of the domestic services sectors have their price cut so to restore 
competitiveness. The property market, the most important sector following the 
Finance sector, suffered most. It came to another drop after the lack of 
confidence in 1989, and in turn, suppressed the performance of mortgage loan 
I 
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Of banks. However, since mortgage loan accounts for only 10% of total loan 
portfolio of banks’ it can easily be softened by the strong reserves of the 
domestic banks. Amongst those smaller banks, their reserves were limited and, 
therefore, suffered from liquidity after the sharp rise in HIBOR. Unlike other 
Asian countries, banking industry in Hong Kong did not face to come to 
banking crisis as its corporate households shared the debt burden and the 
benefits obtained from the discount window of the Hong Kong Monetary 
Authority, which posses a strong foreign exchange reserve. 
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One year later, as announced by the Finance Minister, Hong Kong had 
stepped out from the V-shape Economic Recovery path, as shown in the Hang 
Seng Index. Severe competition from Shenzhen led to the shrink in the local 
purchase atmosphere, the retail sales industry still suffers a further price cut. 
Another factor affecting the recovery in the sector lies on the deflation of the 
economy. 




After the crisis, the banking industry suffered from heavy short-term loans, and 
led to many mergers and acquisitions between domestic banks and domestic 
banks or foreign parties. The "credit crunch" still exerts its effect among the 
bankers and stricter criteria are used to select loans. Besides, the deregulation 
of banking industry raises keen competition from the capital market where 
commercial can raise funds directly Instead of from banks, and foreign 
competitors can operate their own subsidiary at ease. Many branches are 
closed, the profit margin continuous to decline, non-performing loans are 
waiting for restructuring. With persistent payment to debt, the banks' cost of 
fund stays at a high region, as well as the reschedule of debt into long-term 
payment scheme, banks' asset quality is still negatively prospected. 
Considering the exports of trade, due to the lowering of yen to dollars, it climbs 
up the slope. 
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After 1998 in which GDP fell by 2.9 percent, confidence to recovery still 
shows conservative opinions. Looking ahead, the investment slide will likely 
continue for a few more years as investment is still high relative to output and 
growth potential. 
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Lending standards amongst the banks keep in a strict way, public credit is 
inefficiently distributed, resulting in a downward trend in investment Besides, 
the generally lack of confidence, poor domestic demands, declining 
manufacturing production, and lowered consumer indexes lead to the shrink in 
business investment. Together with keen competition follows, the net profit 
margin still goes not favorable. Going forward, weaker global demand and a 
stronger yen will undermine exports. But the trade surplus is likely to remain 
relatively high as poor domestic demand conditions will keep imports weak. 
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(*Graphs source from JP Morgan Quarter Economic Research Report) 
29 
South Korea 
During the 97 Crisis, the usable foreign exchange reserve had been dropped 
to the lowest point of US$6 billion, and many chaebols went bankrupted as a 
result of high short-term debt bearing, besides, increasing the unemployment 
rate and shrinking in wholesale and retail sector also made the case worsen. 
After South Korea accepted the package from IMF，capital was injected and 
the usable reserve bounced back up to US$24billion. However since Japanese 
yen is declining, which generated a severe competition to chaebols, Korean 
conglomerates, and hinder the economy recovering and industry from 
restructuring. 
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Concerning the Korean banking industry, again, smaller banks suffered 
most from those non-performing loans and further lowered the liquidity-
Looking from graph, the current account goes from deficit before crisis to 
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surplus after the crisis. Similar to Japan, many Korean banks went closed or 
Merger & Acquisition so to re-capitalize and restructure their loan terms. 
Korean stocks down despite steep interest ra作 cuts 
Jan 4, J 980=100 %p.a., inverted scale 
800 r 1 10 
3 -year corporate bond yield 
700 : : � y • • � � 
600 - \ ： / - 15 
500 - \ ； / 
Q^Q _ \ J Stock index - 20 
300 - ” : 
t $ 
900 • ‘ 1 ‘ 25 
• ^ 9 9 7 1 9 9 8 
It Should be noted that, before the crisis, the biggest source of funds 
was sales revenue in the case of short-term funds, while it was loans from 
domestic banks in the case of long-term funds, also at about forty-nine percent. 
The next biggest source of short-term and long-term funds was loans from 
domestic banks (thirty-eight percent) and sales revenue (thirty-five percent) 
respectively. Credit crunch and interest rate cuts had changed the sources of 
fund. Since they imposed a positive impact to the domestic demand, which 
was once went down due to economic recession and dropped sales revenue 
from keen competition from the rest of Asia. 
(*Graphs soume from JP Morgan Quarter Economic Research Report) 
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Indonesia 
Besides South Korea, and Malaysia, Indonesia is the country received the 
package from IMF. Under specified exchange rate and interest rate, the 
program outlined a framework to setup a dollar swap to pay their foreign 
currencies debt, which accounted for a total of US$60billion. Besides the 
currency depreciation, inter-bank interest rate also increased, resulting in a 
depressed domestic demand. Continuous declining of rupiah and lack of 
stability in the stock market reflected the major problem in Indonesia lies not 
only in its economy but also from political side. The Jakarta Government had 
three moves to remedy the private external debt workouts, namely, resuming 
the flow of trade credits, rolling over private bank debt, and restructuring 
corporate debt. 
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After the crisis, Indonesia rupiah dropped with a rebound in 1998, the 
trend showed that the economy had stepped out from the V-shape recovery 
path. It can also be observed that, the real GDP, net international reserves, 
inflation, the exchange rate, bank deposits, but not the export, have all 
performed well, showing the quick recovery of the economy in Indonesia. 
However, what should be paid attention is that, the political situation in 
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Indonesia is not stable which will result in a lowered credit rating by 
international credit rating indexes. In 1999’ Jardine Fleming, together with 
many other unit trusts had withdrawn from the equity market of Indonesia. The 
market in Indonesia is still uncertain for mutual fund to put investment into. 
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Consider the dramatic depreciation of the exchange rate and the 
collapse of confidence in the financial and banking sector prompted capital 
away from Indonesia. The exchange rate continuous to decline led to the 
tremendous increase in domestic prices of goods (in rupiah terms). Resulting 
in a nearly doubled consumer price index and a substantial increase in price 
inflation. In order to place remedies, interest rate was increased so to depress 
the high inflation rate and prevent rupiah from further depreciation. 
(•Graphs source from JP Morgan Quarter Economic Research Report) 
33 
Malaysia 
After the crisis, similar to other infected countries, the exchange rate also went 
down, with an increasing interest rate. Short-term debt increased significantly 
leading to extra burden in the local banks. Domestic import was greatly 
reduced. Banks' asset also went down leading to liquidity problem between 
banks. 
Malaysia: credit growth 
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Looking at the graphs above, the inter-bank interest rate climbing uphill 
reflecting the monetary policy was tighter and aimed to control inflation. 
Besides, government also urged banks to restructure their loans. For banks, 
since the non-performing loans are increasing, they had to tighten the quality 
of loans made to the commercial sector. Obviously, the interest rate was ever 
increasing that lead to the debtors to a severe condition. 
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By 1999, the stock of outstanding bank loan reduced significantly. 
Government agencies were setup in order to carve out banks' non-performing 
loans (NPLs). Malaysia's Danaharta has carved out US$5.8 billion of NPLs, 
about sixteen percent of the system's bad loans. Danaharta purchases these 
NPLs at discounts that generally depend on the valuation of the loans' 
collateral. In return, the banks get zero-coupon Danaharta bonds. Despite the 
Malaysia Government did absorb the NPLs, the debt was still left to the public 
money. Seldom mergers and foreign direct investment of banking companies 
were found during this period. Therefore, the banking industry is still in a 
restructuring position that may need more time than other countries to recover 
in this field. 
CGraphs source from JP Morgan Quarter Economic Research Report) 
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Thailand 
Thailand is the first venue of the disaster of Asia Currencies Depreciation. With 
its high commercial loans made before the crisis as the result of booming 
industrial development. Short-term debt exceeds other countries by far. 
Therefore, domestic banks bear a tremendous risky interest rate risk. After the 
crisis, Thai baht continuously declining with until 1998 where it rebounded to a 
stronger position. In order to reallocate the bad debt in the public by first, 
buying the bad debt from the public, and then, issued bonds to sell to the 
public. Setting up an agency, the Financial Sector Restructuring Authority 
(FRA), does this kind of re-capitalization. By the end of April, of the US$22.9 
billion book value of assets taken over, it sold about US$17.9billion (though 
another government body bought US$4.9 billion in the March auction) at an 
average recovery rate of thirty-three percent. Concerning the interest rate, 
since its rises led to the decrease in domestic demand. Depreciated Thai baht 
also significantly raised the consumer index, as a result, the production of 
goods slowed down. However, since baht was much cheaper than other Asian 
currencies, export volume stepped from flat sloping to an uphill sloping. Hence, 
there will be a trade surplus from its export sector. 
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Inflation rate is now cooling down, and equipped additionally with the 
current account surpluses, and asset increases. A large of portion of foreign 
debt was reduced, and both the inter-bank interest rate and the real interest 
rate returned to a lower level which brought a better perspective for 
commercial parties to make loan. 
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(•Graphs source from JP Morgan Quarter Economic Research Report) 
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Asset Allocation of Mutual Fund 
Based on different mutual funds in each market selected, it is found that, 
mutual funds investing in the single country equity market have unique 
combination of portfolio. The allocation of their asset comes from the 
expectation on the growth of that industry in the domestic economy. Therefore, 
based on the holding pie chart, the development of certain industry can be 
benchmarked. In the following sections, a variety of industries in selected 
Asian countries will be analyzed. The analyzed industries, which will be 
focused, are those heavily weighted in the portfolio of mutual funds in 
particular country. 
Hong Kong 
Amongst Hong Kong Equity Funds, there are sectors being focused, namely, 
Industries, Consolidated Enterprises, Financial Services, Property, and Capital 
Equipment. Inside the portfolio, China Telecom (Hong Kong) Ltd., Hutchison 
Whampoa Ltd.. Cheung Kong (Holdings) Ltd., HSBC Holdings pic, Cable & 
Wireless HKT Ltd., Sun Hung Kai Properties, Tracker Fund of HK, Smartone 
Telecom Holdings Ltd. and Johnson Electric Ltd. are selected. 
Capital 
Financial Equipment industries 
Services 4% 26% 





Amongst the Japan Equity Funds, there are seven sectors being focused, 
namely, Communications Services, Services, Electronic Equipment, 
Consumer Goods. Financial Services, Materials, and Energy. Under the 
portfolio, NTT Mobile Communications Network, Softbank Corporation, Sony, 
Hikari Tsushin Inc., Toyota-Motor, Fujistu, and Seven-Eleven Japan have 
been selected. 
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In Singapore Equity Funds, they focus on Financial Services, Electronic 
Components and Instruments, Services, Telecommunications, Business and 
Public Services, Real Estate, and Broadcasting & Publishing. Their portfolio 
usually contain DBS Group Holdings Ltd.. Singapore Telecommunications. 
Singapore Press Holdings Ltd., Sembcorp Logisics Ltd., Singapore Airlines, 
United Overseas Bank, and Datacraft Asia. 
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South Korea 
The mutual funds investing in South Korea's Equity Market put their focus in 
Services, Consumer Goods, Telecommunications, Capital Equipment, and 
Energy. There are 10 stocks being generally preferred, namely, the Korea 
Telecom, Samsung Electronics, SK Telecom, Korea Electric Power, Pohand 
Iron & Steel, Dacom, Hyundai Electronic Industries, Cheil Jendang, Korea 
Telecom "ADR", and the Samsung Electro-Mechanics. 
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Indonegia 
In Indonesia，the funds focus on Consumer Goods Industry, Basic Industries, 
Infrastructure, Agriculture, Trade and Finance. The funds hold majorly 
Telekomunikasi Indonesia, Gudang Garam, Astra International, Hanjaya 
Mandaia Sampoerna, Indah Kiat Pulp & Paper, Lippo Bank, and Indofood 
Sukses Makmur. 
others fields Consumer 
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In Malaysia, capital goes to the equity of Trading Services, Industrial Products, 
Finance, Construction, and Consumer Products sectors. Breaking down the 
portfolio, fund managers always choose Malaysia Resources Corp., United 
Engineers (Malaysia) Bhd., New Straits Times Press (Malaysia) Bhd.， 
Malaysian Pacific Industries, Tenaga Nasional Bhd., Malayan Banking, 
Telekom Malaysia, Malaysian International Shipping，Commerce Asset 
Holding, and AMMB Holdings. 
Consumer 
Products -n _ 8% Others 
2% 








In Thailand, stocks from Communications, Entertainment & Recreation， 
Electronic Components, Banking (Financial Services), Building and Furnishing 
Materials and Energy sectors are invested. Amongst, Advanced Information 
Service Public, BEC World Public Co. Ltd., TelecomAsia Corp Public Co. Ltd., 
Shin Corp. Public Co. Ltd., Delta Electronics (Thailand), Siam Cement, Thai 
Farmers Bank, Bangkok Bank, and Krung Thai Bank were held in the portfolio. 
Communications 
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Impacts of Asian Financial Crisis on Mutual Funds 
The crisis began nearly a year ago when highly levered corporations in 
Thailand, Indonesia and South Korea, having accumulated massive short-term 
and un-hedged U.S. dollar debts, suddenly found the international bankers 
who supplied these loans were unwilling to renew them. This panic also led 
to a fast withdrawal of mutual fund and other stock market investments, 
precipitating a financial disaster across the region. Currencies and stock 
markets plunged much further than was warranted, and International Monetary 
Fund rescue packages made the situation even worse by forcing austerity, 
leading to recession, high unemployment and widespread bankruptcies in 
several of these countries, notably Thailand, Indonesia and South Korea. 
Asian countries had faced pressure to deregulate their financial sectors and 
open their capital markets to foreign investors. As a result, many of the 
controls they had previously exercised were eliminated. But a new supervisory 
infrastructure could not be created overnight. When the banks panicked and 
withdrew their money, the regions' economies collapsed, the IMF and the U.S. 
Treasury came in and in many ways made the situation worse, and the Asians 
got the blame, high unemployment and bankruptcies. 
International portfolio investment has expanded dramatically since the 
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abolition of exchange controls in many countries in the 1980s. It is likely to 
continue mushrooming because of the growth of institutionalized savings pools， 
such as pension funds and mutual funds. There are now about $15 trillion of 
pension fund assets in the global financial system. The U.S. mutual fund 
industry alone has $6 trillion of assets. 
At present, most of the world's pension fund assets are in the United 
States, Britain. Switzerland, the Netherlands and a few other countries. But 
developing nations in locations as diverse as Chile and Thailand have been 
promoting retirement savings through pension plans. By the year 2010 it is not 
difficult to imagine this number rising to a billion. China already has more than 
35 million retail shareholders. 
HONG KONG 
Currently, there are about 1,400 authorised funds providing retail, institutional 
and discretionary management services covering pension, life insurance and 
unit trusts mutual funds. The HKIFA estimates local funds under management 
of about $50 billion. Depending on whether the criteria are funds listed or 
actively managed in HK estimates vary from $23 billion to $150 billion. 
Investors in Hong Kong put a net US$333.41 million in Asia-dedicated 
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funds in the first half of 1999，compared with a net outflow of US$294.71 
million a year earlier, according to the Hong Kong Investment Funds 
Association. The lack of investor interest was likely due to Hong Kong's 
relatively slower recovery from the Asian financial crisis compared with other 
countries in the region. Too many share placements and rights issues weaken 
markets by diluting earnings per share, driving away investors. It wasn't clear 
how the money raised is being used, and that it is essential the funds not be 
used to delay needed corporate reforms. But while the allocation within the 
global portfolio isn't expected to rise, weightings in China, Hong Kong, 
Malaysia and Taiwan have increased. 
Asian investors are shying away from single-country mutual funds in 
favour of regional funds，a sign that they have become more cautious 18 
months into the region's financial crisis. After Asian financial crisis began, 
single-country funds were hit harder than Southeast Asia funds. As a result, 
some people are avoiding single-country funds because they think the funds 
are riskier than broad-based regional funds. 
The average mutual fund investing in Hong Kong last year fell 14%, while 
the average Asian-Pacific fund (including Japan) fell just 3%, according to 
fund-tracker Upper Inc. The average global fund，meanwhile, rose 13.5% for 
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the year，it said. So far in 1999，funds investing in Hong Kong are up about 1 %， 
while the average Asian Pacific fund is up more than 6%, according to Upper. 
However, the problem with single-country funds is that the fund manager is 
trapped in that particular market -- it leaves them little room to maneuver. 
Investors were reminded of the hazards of single-country funds last August 
when Malaysia introduced capital controls preventing foreign investors from 
taking money out of the country, some funds that invest in Malaysia were 
forced to wind down, and investors lost money. 
JAPAN 
Japan's investment trust industry，which is expected to see enormous growth 
as Japan's population ages and demands higher returns on its savings, is still 
in its infancy. The US$314.4 billion (HK$2.45 trillion) invested in mutual funds 
in Japan is less than half the US$650 billion managed by Fidelity Investments, 
the US's largest mutual fund company. Japan's resurgence reflected firming 
confidence in the country's recovery and faith in the restructuring of its 
financial sector. Whether this positive trend could continue, it possibly hinges 
on the strength of the US dollar to yen and the commitment of Japanese 
corporations in their restructuring initiatives (see Appendix B for more). 
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Companies such as software firm Softbank, wire-less communication 
service provider NTT Mobile and Yahoo! Japan is among fund managers' 
favourites. Invesco adds the company's Japan Growth Fund is also heavily 
exposed to health-care stocks due to Japan's aging demographic, and 
financial services, which have benefited from strong demand, corporate 
restructuring and expenditure plans increase. 
From a macro point of view, following a successful shift in monetary 
policy in the early part of 1999, the Japanese economy is now showing clear 
signs of a recovery and we expect this to continue for the foreseeable future. 
Internet growth in Japan is expanding and the recovery is not finished. 
MALAYSIA 
The economy is enjoying a V-shaped recovery and the stock market is grossly 
under-weighted by all major international institutional investors. Malaysia 
seems to be recovering nicely. Gross domestic product is seen jumping 4.3% 
this year and 5% in 2000，after shrinking 7.5% in 1998. The trade surplus for 
the first three quarters is up 35% over last year, led by electronics exports, and 
imports are picking up in a sign that domestic demand is coming back as well. 
Credit rating agency Standard & Poor's, that had blasted currency controls. 
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The upgrades reflect Malaysia's stronger-than-expected export-led economic 
recovery which, in turn, will help reduce fiscal pressures generated by bank 
and corporate restructuring. 
During 1993-1998, Indonesia and Korea Equity Fund have the best 
performance over one year return. Even though Japan Equity Fund makes up 
the largest portion of asset terms, however, the growth is not as good as 
others. The Japanese and Asia-Pacific funds have dropped 12.7% and 33% 
whereas European funds rose 33%. 
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Mutual Fund Facts Before and After Crisis 
Number of Funds 
Number of Funds 
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Before Crisis It can be seen that, Japan is major focus area. In other area, 
the number of mutual funds is constant. Mutual fund focus mainly lies in 
developed area like Hong Kong and Singapore, whilst, developing countries 
like Indonesia and Thailand are beginning paid attention. 
After Crisis In Japan, the fund size decreases from 39 to 27，the reason is 
due to the high debt in the enterprises, banks' credit risk came to highest after 
the crisis. Mutual funds are withdrawing from Japan. The three-month 
Interbank Lending Rate came to maximum in May 98. Many of the enterprises 
are closed, and the continual poor performance in the Japan stock market, 
leads to the decline in mutual fund investment. For mutual funds in Singapore, 
the decline is mainly due to the reason of the combined investment with 
Malaysia. The mutual fund number in Malaysia is reduced from 7 to 1，showing 
the great interest loss in the equity market of the Malaysia. The exchange rate 
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in Malaysia climbed to the maximum, and therefore, the focus shifted away 
from the stock market. The fluctuation in exchange rate and stock index 
reduced the interest of equity market. Since Malaysia and Singapore are being 
counted together, the fund investment is greatly reduced. 
Three-Month Interbank Lending Rate 
End of Month (%) 
Indonesia - m - Rep. of Korea Malaysia - ^ T h a i l a n d 
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Fund Size 
Fund Size (US$M) 
1000 n 5000 
93 94 95 96 97 98 
p i - Equity Thailand Equity Korea Equity Hong Kong 
Equity Singapore Equity Indonesia — E q i t y Malaysia 
—Equ i ty Japan   
Before Crisis Equity markets in Hong Kong, Japan, and Singapore were 
positively prospected, therefore, the fund size increased to maximum before 
crisis. However, developing countries like Malaysia, Indonesia, Thailand and 
Korea did not have positive prospect as the fluctuation of exchange rate and 
stock index placed a negative balance on the issue. The unclear financial 
structure and policy had reduced the interest of fund managers. Therefore，the 
mutual fund size was reducing. 
After Crisis The IMF has introduced several packages to remedy the 
situation. Many high-debted enterprises were closed down and the debt is now 
restructured, financial policy is clear and the growth of economy increased. As 
a result, more mutual find withdraw capital from Japan, Hong Kong and 
Singapore and injected to Malaysia, Indonesia，Thailand and Korea. 
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One-year Return 
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Before Crisis Singapore, Hong Kong, Malaysia and Indonesia returned a 
positive number before crisis, whilst, Thailand, Japan and Korea did not have a 
good return. 
After Crisis With the rapid recovery in economy, poor performance mutual 
funds are withdrawn. IMF rescue packages introduced and increasing stock 
market index in Asian country lead to the improving performance in these 
countries, therefore, the mutual funds are returning positively. The 
improvement is the best in Japan, Korea, Malaysia, and Indonesia. For Japan, 
poor enterprises were removed, rest of the enterprises have sustained good 
performance and therefore, Japan mutual fund increased. In other countries, 
the increase in mutual fund performance is due to the improved financial policy 
and re-structured debts, plus the improving performance in the stock market, 
the return increases more rapidly. 
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Mutual Fund Performance Before and After Crisis 
Impact on Indonesia Mutual Fund 
Mutual Fund Performance vs Stock Price Index 
Indonesia (Jan96 to JanOO) 
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Before Crisis From the graph and the correlation matrix, Indonesia fund's 
performance is correlated with exchange rate, stock price index, discount rate, 
money market interest rate, deposit rate, and lending rate are compared. It can 
be seen that, mutual fund imitate the stock market changes in a simultaneous 
way. However, during the crisis, most funds cannot react immediately to 
reduce the loss. It can be seen that fund performance is positively correlated 
with stock price index, while correlated negatively with other factors, with 
discount rate the most seriously negatively correlated. 
After Crisis From the correlation matrix, Indonesia funds varied positively, 
again, with stock price index, showing that fund managers can react to imitate 
the stock market in a passive portfolio management way. Consider other 
factors, it can be seen that fund performance varies negatively with them, but 
to a higher degree with money market rate, deposit rate and lending rate. The 
reason is that, after Asia crisis, the monetary policy is tightened. Resulting in a 
phenomenon that, when interest rate increases，stock market is being cooled 
down. This is a normal market response, which showed that the over-heating 
of stock market in Indonesia is passed and investors are investing more 
carefully. Especially the mutual fund manager, they are investing more 
responsive to the monetary authority's action to the market. 
Conclusion Indonesia Fund performs according to stock market fluctuation, 
which shows a highly correlated value to 0.90. Meanwhile, both the lending 
rate and discount rate are the negatively correlated factors. It can be seen that, 
when both rates are high, the monetary authority is trying to cool down the 
market and stock price returned downward which marks the fund performance 
lowered. 
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Impact on Thailand Mutual Fund 
Mutual Fund Performance vs Stock Price Index 
South Korea (Jan96 to JanOO) 
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Before Crisis Thailand funds correlated positively with the stock price index 
up to 0.89，while highly negative correlated with the money market rate as to 
-0.72. It can be seen that, other factors like discount rate, lending rate, deposit 
rate, and exchange rate did not impose many influences to the stock market as 
well as the fund performance. The fund performance dropped nearly half from 
the climax at 96 to the minimum at December 1997. Concerning the exchange 
rate, before crisis, the exchange rate of Thai baht was constant and both stock 
market and fund performance is not highly correlated (0.14). Money market 
rate exerted a highly negatively correlated relationship (-0.72) with fund 
performance. The stock market was negatively response with the rate. 
After Crisis Thailand mutual fund return to a constant performance level 
after the 97 crisis. It shows a poorer correlation with the stock price index， 
showing a poorer matching between fund and stock market (0.80). However, 
the money market rate did not impose as much effect as that of it before, after 
the crisis, the correlation value dropped to -0.14 from -0.72. But it can be seen 
that the stock price index is oppositely reacted to the exchange rate. The 
reason is simply because the Thai baht is no longer pegged. Foreign capital 
withdrew from the Bangkok market and Thai baht is no longer in need, 
lowering the baht and raised the exchange rate. As a result, the stock market 
is cooling down, further lowered the economy in Thailand and many 
enterprises are closed or in serious debt, therefore increasing the lending rate. 
Conclusion Mutual fund performance throughout the period from 96 to 99 
is generally highly correlated with stock market price (0.86), and baht is 
adjusted by the market to a fair position. 
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Impact on Malaysia Mutual Fund 
Mutual Fund Performance vs Stock Price Index 
South Korea (Jan96 to JanOO) 
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Before Crisis It can be seen that, from the correlation matrix, the fund 
performance is moderately correlated with stock price index (0.74). and 
moderately negatively correlated with the exchange rate. However, an 
interesting phenomenon is observed, that is the discount rate is positively 
correlated with the Malaysia funds as well as the stock price index. Concerning 
the lending rate, it can be seen that, it is negatively correlated with the fund 
performance, showing that when market rate is decreasing, the stock market is 
in a good season. 
After Crisis The correlation matrix shows a different picture with that of the 
observation from the graph. It can be seen that, from the fund performance vs 
stock price index graph, mutual fund is converging to the stock price index， 
showing that mutual fund is imitating stock performance, doing a passive 
portfolio. Concerning the exchange rate, after the crisis, Malaysian currency is 
depreciated left only to half the previous value. From the correlation matrix, no 
matter money discount rate, deposit rate, money market rate, deposit rate, 
lending rate and the exchange rate did not show a negatively correlated 
relationship with the fund performance. This can only be explained by the fact 
that, after the crisis, Malaysia market is not only affected by economic factors, 
but also political factors. During the post crisis period, the Malaysia 
government underwent impacts and, thus, the stock market is fluctuated, many 
foreign capital withdrew and lowered the fund performance. 
Conclusion It can be seen that, throughout the whole period from 96 to 99’ 
Malaysia fund is highly correlated with stock market price and negatively 
correlated with the exchange rate, showing a very good passive portfolio 
management. 
60 
Impact on South Korea Mutual Fund 
Mutual Fund Performance vs Stock Price Index 
South Korea (Jan96 to JanOO) 
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Before Crisis South Korea has undergone a severe depreciation and 
economic recession during the crisis. It is different from Malaysia, Thailand 
and Indonesia in the sense that the South Korea economy is much developed, 
and the finance structure is much maturer than the others. From the correlation 
matrix, it showed a highly positively correlated relationship with stock price 
index (0.94)，and highly negatively correlated with deposit rate (-0.81), lending 
rate (-0.87)，and exchange rate (-0.79). Therefore, a mature finance market 
was seen in Seoul market. 
After Crisis Many enterprises are in bad debt, resulting in either closing or 
suffering from high interest payment. The stock market came to a low point for 
more than one year, and is gradually recovering. Meanwhile, since the 
government shared the bad time with the business, big companies which the 
mutual fund invested are retaining a good position and loss are reduced. 
Therefore, the fund performance is highly positively correlated with the stock 
price index (0.98). 
Conclusion Overall speaking, the Seoul market is much maturer than the 
other three countries under analysis. The reason to study South Korea is 
principally that we wanted to know how mutual fund acts in a mature economy 
like South Korea. The difference can be seen as the rate of recovery. The fund 
performance is highly positively correlated with stock price index. 
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Asian Markets Outlook 
Asian equity market, despite Japan equity market, outperformed the global 
market, OECD countries, and emerging markets, on average by fifty percent in 
local currency terms and even more in U.S. dollar terms. The stock market of 
South Korea has more than tripled its minimum index after the crisis, the stock 
market of Indonesia, Thailand and Malaysia has also more than two times than 
before. Even though there are technical adjustment, the overall performance is 
an upward market (see Appendix C for enlarged graphs). 
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Concerning the exchange rate, the currencies have once been 
depreciated during the crisis, after two years of recovery, they converged to a 
constant level which is almost halved to that before crisis. The direction of the 
U.S. stock market and continuous rate cuts by the Federal Reserve has 
undoubtedly been a force behind Asia's recent market performance. Besides, 
increased GDP, lowered inter-bank lending rate, stronger domestic demand, 
and shrunk inflation rate leads to a stronger macroeconomic environment for 
these Asian countries to put forth on their advancing steps (see Appendix C for 
enlarged graphs). Rise in output and drop in interest rate boost the economy, 
which may posses impact on earnings and asset quality, leading to uneven 
market performance in Asia. 
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The recovery in the Japanese market was driven largely by foreign 
inflows, triggered by positive corporate restructuring news. In 1999， 
devaluation fears surrounding China and Hong Kong places rumor in other 
Asian markets, which is eased by continued U.S. stock market rally and rising 
foreign investor risk appetite following the benign fallout of the Brazilian 
devaluation. Going forward, improving macroeconomic fundamentals should 
support stock markets in most of the region except for China, India, and Japan. 
The main risk facing the region's stock markets is the increasingly rich 
valuation of the U.S. market, where stocks continue to rally despite rising bond 
yields. 
Japan, Asia's largest equity market, is expected to under-perform the 
rest of the region and might end up in a negative return. Although foreign 
capital keeps purchasing Japanese stocks, it does not imply the recovery of 
Japan begins. They short the market for years and recent flows reflect mostly 
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marginal changes in relative risk positions. In the economy, output has 
stabilized but the bottom is fragile and recovery is not at hand. Corporate 
financial health continues to worsen and consolidation in the financial sector 
will likely create more negative fallout. 
Unlike Japanese market, positive macroeconomic factors such as 
lowered interest rate and increasing export volume has boost market liquidity 
resulting in a higher earnings and improved asset quality. Although most banks 
are still paying the restructured debts, fewer bankruptcies and loan happens in 
the region. 
Highest momentum is found in Korean, where the very high pace of 
economic and market recovery is expected to continue, but, in a slower rate, 
but the news from the economic front should remain positive. Ample domestic 
liquidity and foreign fund inflows can also support the market. 
Slow speed of bank restructuring and output recovery hold back the 
Thailand market. The foreclosure law, low interest rates and a series of new 
fiscal stimulus measures are expecting to further advance the equity market. 
In both Indonesia and Malaysia, the rate of recovery is performing well. 
Interest rate is dropped significantly and asset to liability ratio is easing, but 
due to the presence of capital outflows and potential political risk, especially in 
Indonesia, have made the case worsen. 
Improved liquidity conditions in Hong Kong and Singapore boost the 
market recoveries. The interest rate is kept low in Singapore with their little 
concession on exchange rate, while in Hong Kong, the interest rate is going 
down slowly with respect to the peg. Hong Kong's market outlook will be 
closely tied to U.S. monetary and market conditions and to sentiment 
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surrounding the peg. In case the U.S. market sells off, both markets will be 
expected to lose more. 
Taiwan trails the regional recovery, but low interest rates and the 
government's stimulus efforts are providing some support. China's policy 
stimulus has led to a recovery in output growth, but not much improvement in 
corporate financial health. The entering of VNTTO should exert a positive impact 
to the economy. 
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Perspective in Asia Pacific Funds 
Mutual funds in Asia Pacific region usually separate into Asia Pacific Funds 
and Japan Funds. Since Japan is classified as a developed and industrialized 
country, funds will usually separate it from other Asian equities. Therefore, the 
following discussion will be simply separated accordingly. 
Aftia Pacific Fund 
Powerful economic growth in Asia should continue into 2000. Whereas exports 
to the U.S. and Europe originally led Asia out of its financial crisis, growth in 
2000 should be characterized by increasing domestic demand, intra-regional 
trade and the revival of the Japanese market. This should help insulate Asia 
from a slowdown or tighter liquidity in the Western markets. At the sector level, 
strong global growth should feed into higher commodity prices, which will 
benefit commodity exporters such as Australia and New Zealand. Technology 
will also remain an important sector, despite the overvaluation in certain 
'dotcom' shares. Asia's dominance in many technologies is built on the 
foundation of competitive, less well known companies that continue to trade at 
compelling valuations. 
Asian markets completed 1999 with a strong fourth quarter, as the 
regional index rose 21.2%. Hong Kong led the major markets, gaining 28.6% 
in the run up to the millennium. Telecommunication and Internet related 
companies were the driving forces behind the rise, benefiting from a 
combination of increased opportunity and positive performance by their US 
counterparts. Property shares also rose as rising economic growth finally fed 
into higher underlying property prices. There were further positive 
developments in the Singapore economy, as GDP was announced to have 
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grown 8.2% in the fourth quarter and 5.6% for the year. The stock market itself 
rose 24.2% in the fourth quarter, augmented by an increasing order book in 
many of the domestic contract manufacturers. Although India returned 13.0%， 
it trailed the strong performance of the region. Investors rotated out of large 
consumer companies to concentrate on the software sector. 
Japanese Eauitv Fund 
Looking ahead, the Japanese market is optimistic. Interim results announced 
during the past quarter were better than initial company forecasts, 
encouragingly reinforcing a view that corporate earnings were going recovery. 
Despite poor top-line growth, but restructuring efforts is expected to more than 
lower sales and is achieving higher bottom-line earnings. Potential risks to the 
market include further appreciation of the Japanese yen, which could dampen 
profit recovery expected for export-oriented companies. Additionally, any 
changes in market sentiment toward growth-oriented, telecom-related stocks, 
whose valuations are already stretched after substantial year-long outperform. 
are also worth close monitoring. 
Japan continued to show robust. The market performance was led by a 
handful of information technology stocks，which significantly outperformed the 
rest of the market. The narrow scope of the market's rise was due in part to 
sizable inflow into newly launched IT mutual funds. Continued strength in 
Internet-related stocks in the U.S. also contributed to a rally in IT sectors 
during the period. 
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Recommendation & Conclusion 
Comparing the Emerging Markets in Asia, Malaysia is a good single-country 
equity fund to put the investment into. Despite its growth is mild, there are 
several reasons supporting the idea. 
Booming for global demand in key industrial sector. Malaysia is closely 
tied to the global electronics cycle, and it's not just Y2K and the Millennium 
Bug that are driving electronics demand in Asia. It is also the pickup in 
consumer electronics and in new investments in technology by companies. 
Malaysia's electronics industry is quite diversified - churning out consumer 
goods, semiconductors, PCs, telecommunications equipment and so on 
instead of just one or two such product areas. Oil prices have doubled over the 
past year, and Malaysia is an exporter, and the recent rise in Japanese 
housing starts is driving up demand for Malaysian timber. 
Flexible currency controls. Another factor helping exports is Kuala 
Lumpur's currency controls. Because the ringgit enjoys an artificially weak peg 
to the U.S. dollar, Malaysian exports are cheap relative to the competition. So 
cheap, in fact, that some factories that had been thinking about moving to 
Thailand or the Philippines (where wages and land prices are much lower) 
have reconsidered, betting that the ringgit will stay undervalued for another 
couple of years while the baht and peso may rise. The peg also lets Malaysia 
keep interest rates low, and analysts expect another cut in the benchmark 
central bank intervention rate, now at 5.5% before the 29 November 1999. 
However, it should be note that investing in Malaysia is still a very high risk. 
Investing in Japan is not a good alternative, the banking industry sector is 
still in a struggling period in terms of debt-paying. Besides, entry of foreign 
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investors in the domestic industry will be a trend and effecting the domestic 
business, inducing a further recession in commercial growth. 
Besides investing in single-country equity, both the Services and 
Telecommunication sectors are worth to put emphasize in. The reason is that, 
with increasing demand in finance products, and the approaching of full 
recovery in the Asia Pacific region, finance services will be a leading sector to 
grow. The global trend in Information Technology also boosted the sector to 
grow tremendously. The saturated Euro market and U.S. market will also 
prompt huge investment funds to expand their business in the emerging 
market. Uncertainties in NASQAD and Federal Reserve's view on interest rate 
also resist investors to place investment only in the U.S. market. Therefore. 
Asia Pacific, will be a good way out. 
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Appendix A 
The Relationship between US$/Yen in 2000 
The most dramatic shift in currency positions took place in the US$ and the 
Japanese yen. Investors moved from their first underweight US$ position in 
eight years in our last survey to a modest overweight position. In turn, 
investors scaled back from their highest yen exposure in five-years (though still 
underweight at 42)，to an aggressive underweight position of 33 (the lowest 
since May 1999). 
The recent performance of the dollar is an accurate reflection of investors 
moving back from a historically significant underweight position back to neutral. 
More balanced US dollar portfolio holdings suggest the exchange rate with the 
greatest potential to move in the next quarter is Euro/Yen. From 1995 through 
much of 1998, yen positions were held at rock-bottom levels and the yen 
stayed on a weakening trend throughout the period. However, since late 1998, 
the yen has consistently appreciated following periods when investors had 
moved to sharp underweight positions, and the major explanation is the 
predominance of the “yen carry trade". In light of the dramatically different 
hedge-fund landscape today versus 2-3 years ago, it appears unlikely that the 
impact of the carry-trade is at risk of returning anywhere close to that of a few 
years ago. Another factor that may continue this trend reversal from the 1995-
98 period is the growing importance of equity-related capital flows. As our 
balanced-fund survey indicates, fund managers have also placed the yen 
behind the Euro and the dollar as their favorite currency. The balance of the 
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Appendix C 
Table 1. Growth Rate of GDP 
(percent per annum)  
Economy 19961 19971 19981 19991 2000 
Newly Industrialized O 6 -1.6 ‘ 5.2 5.2 
Economies  
Hong Kong. China — 4.5| 5.3 -5J  
Korea. Rep, of 7.11 5.5 -5.8 8 6 
Singapore ^ JA 5 6 
Taipei,China 5.7 6.8 
People's Rep, of China ^ M L i ^ § 
Southeast Asia 7 3J __-7A ±4 
Indonesia M -13^______2 4 
Malaysia" — L I -75 2 ^ 
Philippines ^ 5.2 -0.5 3 
Thailand i M : M 3 5 
Vietnam ^ 1 1 1 
South Asia ‘ 7.2 4.7 5.7| 6.3 
h ^ TA 5 ^ I - I 
Pakistan ^ L I M  
SriLanka M ^ ^ ^ 
"Developing Asia 7.4\ 6.2] 2.3\ 5.5\ 5.5 
Table 2. Changes in Consumer Prices  
(percent per annum)  
Economy 1996丨 1997| 19981 19991 2000 
Newly Industrialized 3.8 -0.3 1.6 
Economies  
Hong Kong, China 6.3[ 5.9 M ：？^  ^ 
Korea, Rep, of 4.91 45 JA 1 ^ 
Singapore lA 2 ：^! M 1 
Taipei,China M I Z 1 
People's Rep, of China — 2.8 -0.8 -2 2 
Southeast Asia ~ 6,6\ 5.6 22,8 M ^ 
Indonesia ^ 6.6 64.7 12 10 
Malaysia M i ^ M M 
Philippines M 6 ^ ZA I 
Thailand ^ ^ M ^ ^ 
Vietnam 4.5 6 
South Asia LI LI M ^ 
Bangladesh “ 6.6 2.6| 7 9 8 
India 9.4 6.9 丨 7 5 5 
Pakistan 10.8 11.8 ^ § 
SriLanka 15.9 M 1 ^ 
Developing Asia 7.2\ 4.5\ 5.6\ 1\ 3.1 
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Table 3 Growth Rate of Merchandise 
(percent per annum)  
i H ^ o m y 19961 19971 19981 19991 2000 
Newly Industrialized Economies  
Hong Kong, China I 4 4 -7.5 -5.5 2 
Korea. Rep, of 6.7 -4.9 V k  
Singapore 6.4 -3.1 -5.6 ^ ^ 
Taipei,China M 5.4 -9.4 M I M 
People's Rep, of China 17.9 20.9 0.5 _2| 3 
Southeast Asia  
Indonesia 9 M i l l JA ? 
Malaysia “ l A 6 -7.8 6 5 
Philippines 17.7 22.8| 16.9 1 5 _ _ _ I M 
Thailand -1-9 3.8 -6.8 3 ^ 
Vietnam 41 26.5 1 I I 
South Asia  
Bangladesh 11.8| 14 16.8 2 7 8 
India ^ 2.1 -3.9 ^ 
Pakistan 7.T -2.6 ‘ 3 . 7 _ _ _ ^ 8 
SriLanka 7.6 13.3 6.7 -2 7 
Developing Asia  
Table 4 Growth Rate of Merchandise Imports 
(percent per annum)  
E^nomy I 19961 1997 19981 19991 2000 
Newly Industrialized Economies  
Hong Kong. China 3| 5.1| -11.6 
Korea. Rep, of ^ -2.2 -36.1___ 15 
Singapore M M ：^ ^  
l ^ ip i^Chi r^ -0.1 9.7 -5.6 6.8 11.2 
People's Rep, of China 1 9 ^ 3.8 -1.5 14 10 
Southeast Asia  
Indonesia 10-4 _ _ 10 
Malaysia — I Z I _ _：2 6 ^ ^ ^ 
Philippines ？ M 14 -18.8 12.7 I M 
Thailand ；^^ 0 6 -13.4 -33.8 10 
Vietnam “ 38.9 0.8| -2.1 丁 3| 6 
South Asia  
Bangladesh “ 19-1 M ^ ® 15 
India 12.1 4.4 - 7.1 ^ L I 
Pakistan -6.4 -14.9 -14.9 10 
SriLanka ^ 7.6| 7.1 5] 
Developing Asia  
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Table 5 Balance of Payments on Current 
(percent per annum)  
Economy I 1996| 19971 19981 19991 2000  
Newly Industrialized Economies  
Hong Kong, China z : ：： 一一 
f ^ a , Rep, of ：47 ：1：8_ 12.5 ^ ^ 
Singapore 15.4 1 5 . 4 _ _ _ _ _ 1 M _ _ 1 4 4 I M 
T^pei,China 4 2 7 ^ ^ 
People's Rep, of China 0.9 ^ M 0.5 -0.6 
Southeast Asia  
Indonesia -3.4 -1.4 l：^ ：! 
Malaysia -5 -5.3 -1.8 M ^ 
Philippines -4.7 -5.3 2 2 07 
Thailand _ _ _ _ _ - J A _ _ _ _ _ _ _ I M ^ 6 
Vietnam -10.3 ± 1 
South Asia  
Bangladesh 一 -4.1 -1-7 -A ' l A 
I r ^ _ _ _ _ _ _ _ _ _ _ ： ^ ^ _ _ _ _ _ i l ^ ^ 
Pakistan -67 -5.8 ：：3 ：：?^  
M ： ^ — - 5 ^ 3 _ - 2 . 9 -3.1 ^ ^ _5.2 
Developing Asia  
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